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Financial Management for the Hotel Industry



Executive Summary

The main agenda of this report is to analyse the financial statements of the portfolio hotels of the Jurrys Inn. In this study, I have addressed four fundamental types of ratio analysis that may be used to determine three different sectors, including liquidity, profitability, and solvency. Ratio analysis lets me look at balance sheet items and some income statement information together to figure out how certain things are related to each other.  Comparing the financial status of the Jurrys Inn in 2019 to the following year 2020, the previous one was extremely good. 
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Introduction

There are many smaller fields within the service industry that make up the hospitality industry. Given the size of the hotel industry, it is critical to develop a set of economic metrics which can be used to assess companies irrespectively of their own operational processes. (Iatridis, 2010). Financial analysis is critical in the hospitality industry because it provides information about the financial health of the business. Without it, it is impossible to determine the financial health of a hotel industry – in other words, it is the main source of gentler business operations. Ratios can be used to express connections numerically, quantitatively, or on a per-unit basis. Ratios are fractions in which the numerator equals the denominator. Due to the industry's reliance on fixed and physical assets, it requires a highly specialized set of financial parameters for effective analysis of both the industry and individual companies. (O'Fallon and Rutherford, 2011). A number of different ratios used by management to see if the goals they set for their company are being met. 




Financial Analysis

The balance sheet and the income statement are the two most important and widely available sources of financial variables that can be utilized to calculate ratios (Fridson and Alvarez, 2011). These are the ones that appear to be the most widely accepted. Because practically all businesses create financial statements, ratio analysis is used in a wide range of industries. However, a new trend in this area is the development of different ratios based on the information provided by the statement of cash flows. The newly established ratios, on the other hand, are not as widely used as those based on the balance sheet and income statement. The financial ratios listed below can be used to evaluate organizations in the hospitality industry (Lipson, 2020).

Profitability Ratios: 

Gross Profit Margin: Gross profit margin is a ratio that elaborates how much profit a business earns on its revenue. For enterprises in the hotel industry, the majority of expenditures are related to operations rather than the cost of goods sold, therefore margins should be high.



	 = 0.9181 (2019)

 = 0.8583 (2020)

Net Profit Margin: The net profit margin is equivalent to the gross profit margin, except that it indicates net income earned on revenue. Profits in the hotel industry are actually low due to hefty operational costs. If a company's net profit is below the industry average, it is not meeting or exceeding the standard.



 = 0.7287 (2019)

 = 0.6788 (2020)

Liquidity Ratios: 

Current Ratio: Companies in the hospitality business have many current liabilities such as payroll, equipment leasing, and short-term liabilities. It is also cyclical; therefore, organizations must have adequate current assets to meet current liabilities even in bad economic times. Stakeholders look for a current ratio above 1 to determine a company's strength.



 = 2.2890 (2019)

 = 2.0049 (2020)

Gearing Ratios: 

Debt Ratio: The hospitality business has many long-term debt liabilities as well as present liabilities. Large properties like hotels utilize this debt. To manage a profitable hospitality business, a lot of long-term assets are required, as well as long-term debt funding.



 = 0.0198 (2019)

 = 0.0183 (2020)

Financial Analysis Trends

Profitability

Profit Margin Ratio: The Profit Margin indicates how well the hotel transform their sales into profits after eliminating expenses (Nariswari and Nugraha, 2020). The net profit margin is crucial for investors because it shows how well a business converts sales into profits available to owners. 


Graph: Gross Profit Margin


Graph: Net Profit Margin

Jurrys Inn's gross profit margin & net profit margin in 2019 was 91.81% & 72.89%, implying that the company earned about £0.72 for every pound of sales. Jurrys Inn's net profit margin and gross profit margin in 2020 was 67.88% & 85.83% respectively, that was inclined than the preceding year; this means that Jurrys Inn earned £0.67 as net profit and £0.85 as gross profit for every pound of sales. 

Liquidity

Current Ratio: The current ratio compares the current assets of the business to their current liabilities. And the result from the ratio indicates whether the current assets of the business are sufficient to meet the current liabilities the business bearing or whether the current assets are just insufficient to meet the current liabilities of that particular business. The current ratio is calculated using the following formula: (Monnet and Vari, 2019). When the current ratio is less than one, it shows that current obligations outweigh current assets, which indicates that there are significant liquidity worries in the financial system, according to the definition. 



Graph: Current Ratio

The capabilities of the hotels evaluated are shown in the table above. Jurrys Inn had a value of 2.289 in 2019, however its current ratio fell to 2.0049 in 2020. This means Jurrys Inn's present assets are sufficient to meet all commitments promptly.  



Gearing Ratio

Debt Ratio: The Debt Ratio compares the entire debt of the hotel under consideration to its total asset. The debt-to-income ratio ranges from 0.00 to 1.00 (Maria and Andiani, 2021).


Graph: Debt Ratio

Jurrys Inn's debt ratio was 0.0198 in 2019. A lower debt ratio suggests lesser risk, which is good for the company because it is less reliant on the debt and has a stronger equity position. There was a large fall in the company's debt ratio in 2020, which is 0.0183 because it minimizes the company's dependence on borrowing money from outsiders and Jurrys Inn still has a solid ownership position. 
Knowledge from Ratio Analysis

Performing a ratio analysis is critical for a firm in order to assess its fiscal circumstances, cash, profitable growth, volatility, efficiency, financial stability and effectiveness of management, and also the proper usage of existing funds (ParkSangKyu and Woen Park, 2012). It also shows investors how the financial results are trending in recent years, which can be helpful in making investment decisions for shareholders.

Financial Statement Analysis: Financial statement analysis is crucial for both internal and external stakeholders of the hotel (Lipson, 2020). Ratio analysis is used to interpret the balance sheet and income statement information. Each stakeholder has a different aim when it comes to financial success. For example, stock investors are more concerned with the organization's long-term dividend growth and earnings potential. Creditors want to be paid on time. 
Recognize the profitability of a hotel: Profitability ratios aid in determining the real profitable growth of a business. Two profitability indicators such as Return on Equity and Return on Assets can be used to evaluate the profitability of a hotel. Accountants need to divide total net income by total assets to find out Return on assets (ROA). It refers to the profit generated by a hotel business per pound of assets. Managers calculate return on equity by dividing net income by shareholders’ equity (Sumani, 2021). This ratio reflects how effectively a business handles the money it receives from investors. Ratios such as gross profit margin and net profit margin are two examples. Margin analysis is used to assess a business's capacity to convert sales to profit. 
Liquidity of the Business: Liquidity defines a hotel's capability that whether it can meet the short-term obligations or not. That demonstrates, obligations that are repayable within a year or the operational cycle. Payroll obligations, numerous creditors, unpaid taxes, and unpaid costs are all examples of short-term liabilities. The current ratio is a metric used to determine the liquidity of a hotel. 

Ratio Analysis Advantages and Drawbacks 

Benefits: 
1.	Analyzing a company's operational efficiency can be done through the use of ratios such as one below. Assets and financial resources must be allocated and utilized wisely in order to avoid overspending. The efficiency-to-turnover ratio will be revealed via ratios. 
2.	The ultimate goal of any firm is to generate revenue. Ratio analysis gives the necessary framework for estimating profitability. The gross profit margin, net profit margin, expense ratio, and other metrics all play a role in determining a company's profitability. These ratios can be used by management to find and fix issues. 
3.	A percentage of a company's assets must be liquid in order for it to be able to get the money it needs quickly. Because of this, a company's liquidity is assessed using liquidity indicators like the current ratio and quick ratio. A company's ability to maintain short-term solvency is influenced by several factors. 
4.	To demonstrate a business's long-term financial viability certain ratios can be used. They can tell if a company's assets are under strain or if the company is too heavily in debt (Barth and Miller, 2017). Management must act quickly to correct the problem in order to prevent a future liquidation. 
5.	Financial health and fiscal state of a firm can be better understood when the ratios are compared to industry standards. Remediation is possible if a business fails to meet market expectations. As a result, the ratios can be compared to past years' ratios in order to assess the company's performance. This type of study is called trending. 

Limitations: 

1.	A large shift in the rate of inflation during any of the time periods investigated may lead to outcomes that are incomparable. According to the example given above, sales appear to have doubled if annual inflation is 100%, even though they have not. 
2.	Comparing ratios between companies with different business methods could be harmful. With this in mind, for example, an organization that is focused on cost-cutting may be fine with having lower gross margins in order to gain more market share. The first company's revenue levels will never be matched by another firm in the same industry that focuses on better customer service, higher prices, and larger gross margins. 
3.	Comparing a ratio calculated several years ago to the same ratio calculated now may yield an incorrect conclusion if a company's core operational structure has changed (Velez-Pareja, 2012). The company's fixed asset base may become obsolete if a constraint analysis system is implemented, but it may become more cost-effective if a ratio analysis is implemented. 
4.	When it comes to extracting data from the balance sheet, certain ratios are used at a given point in time. Balance sheet information is accurate as of the end of the reporting period, therefore keep that in mind If the final day of the reporting period sees a considerable change in the account balance, this could affect the results of the ratio analysis. 
5.	For the same accounting activity, different companies may have different accounting policies. It's like comparing apples and oranges when comparing the ratio outcomes of different businesses. Businesses may have different accounting practices, such as reporting revenues as gross or net, or using accelerated or straight-line depreciation. 
6.	When comparing a company's financial statements for ratio analysis, it is not possible to compare the same information during the trend period.



Conclusion 

Hotel accountants use ratios determine the profitability of their profit-generating operations during a specific accounting period. A ratio that is just a number doesn't seem to be very important, because the ratio doesn't directly show good or bad results. This study looked at the financial performance of the portfolio of hotels of the Jurrys Inn by looking at different financial ratios that show how well they did. Ratio analysis aids in the comprehension of the firm's business risk, and that is one of primary reasons to use it. Assessing financial leverage enables a corporation to gain a better understanding of its business risk. It demonstrates the degree to which its profitability is affected by fixed expenses and the accumulated debt (Iqbal, 2016). Jurrys Inn's financial positions looked better in 2019 than they did in 2020. Jurrys Inn's total assets decreased in 2020 compared to 2019.  But it's debt ratio became lower in 2020, which is good news for them. 
Using a balance sheet to look at liquidity, it was found that Jurrys Inn was having a good time with their current ratio. But in 2019 has better results for profitability ratios than in 2020. However, the other types of financial liquidity were in good shape. Profitability of the hotel was satisfied. Under the leverage ratio, Jurrys Inn had a good coverage ratio. 
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